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SUB J : COTTON CONTRACT PROBLEM 

REF: STATE 007753, LISBON 0103 

1 . CLARK (CHAIRMAN OF CIEC), COMMATT, AND REPRESENTATIVE OF 

CIEC’S PORTUGUESE AGENT MET WITH DR. MAGRO OF MINISTRY OF INDUSTRY 
ON IANUARY 14 TO DISCUSS POSSIBLE RESOLUTION OF DISPUTE OVER 
CONTRACT WITH FIACAO DE TOMAR (FT). 

2. MARGO AGAIN RECOGNIZED VALIDITY OF CONTRACT BUT NOTED THAT 
COMPLIANCE OR PAYMENT OF LIVERPOOL AWARD TO CIEC OF $400,000 
COULD MEAN BANKRUPTCY OF FIRM. HE MAINTAINED THAT OTHER SUPPLIERS 
AND CREDITORS HAD RENEGOTIATED CONTRACTS IN ORDER KEEP FIRM 
OPERATING. BANKRUPTCY, ACCORDING TO MAGRO, WOULD MEAN CIEC 
MIGHT GET VERY LITTLE BECAUSE IT WOULD BE SECONDARY CREDITOR 
AFTER PRIVILEGED ONES SUCH AS GOP, STATE BANKS, WORKERS' INDEMNI- 
FICATION AND VARIOUS WELFARE FUNDS. FT'S BALANCE SHEET INDICATES 
THAT LIABILITIES ARE THREE TIMES GREATER THAN ASSETS AND ONE 
BANK ALONE, BANCO ESPIRITO SANTO, MAY BE OWED AS MUCH AS 

$6 MILLION. STILL ON SUBIECT OF STATUS OF CREDITORS IN CASE 
OF BANKRUPTCY, MAGRO IMPLIED THAT OTHERS COULD CHALLENGE 
CIEC’S LEGAL STATUS BECAUSE CIEC/FT CONTRACT WAS NEVER REGIS- 
TERED WITH BANK OF PORTUGAL. NON-REGISTRATION OF CONTRACT 
COULD ALSO INVALIDATE LIVERPOOL CLAIM IN EYES OF PORTUGUESE 
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ALMOST NEVER REGISTERED BUT THE REQUIREMENT WAS ON THE BOOKS.) 
MACRO FURTHER NOTED THAT IMPLEMENTATION OF LIVERPOOL AWARD WOULD 
BE DEATH KNELL FOR FT'S PLANS TO RESTRUCTURE AND INCREASE EX- 
PORTS BECAUSE OF IMPLICATIONS FOR CREDIT REPUTATION. 

3. ASKED FOR SUGGESTED SOLUTION, MACRO PROPOSED. CONDITIONAL 
UPON FT APPROVAL. THAT CIEC SIGN NEW CONTRACT FOR SAME TONNAGE 
BUT FOR DIFFERENT QUALITY AND AT TODAY'S MARKET PRICE. IN ORDER 
TO COMPENSATE CIEC, FT AND CIEC WOULD SIGN GENTLEMEN S AGREE- 
MENT UNDER WHICH CIEC WOULD GET PREFERENCE IN SUPPLYING RAW 
COTTON TO FT FOR TWO YEARS. MACRO FINISHED BY STATING THAT 

HE WOULD RECOMMEND TO THE MINISTRY OF INDUSTRY THAT GOP SUPPORT 
OF FT BE WITHDRAWN (THUS ALLOWING BANKRUPTCY) SHOULD THERE BE 
NO SATISFACTORY RESOLUTION OF CIEC/FT PROBLEM. 

4. CLARK DIPLOMATICALLY REJECTED MAGRO PROPOSAL ON GROUNDS 
IT OFFERED NO CONCRETE PROVISION FOR COMPENSATION TO CIEC. HE 
ASKED WHETHER A CIEC COUNTER-PROPOSAL INCORPORATING CONCRETE 
PROVISIONS FOR SOME COMPENSATION HAD ANY CHANCE OF ACCEPTANCE; 
MAGRO DID NOT ANSWER BUT RECOMMENDED THAT CLARK MAKE COUNTER- 
PROPOSAL. MAGRO ASKED FOR SOME CIEC REACTION ASAP. 

5. LATER CONVERSATIONS WITH CLARK AT EMBASSY INDICATED HE 
WILL START PROCEEDINGS IN PORTUGUESE COURTS IN ATTEMPT TO 
COLLECT LIVERPOOL AWARD. IN ADDITION, HE WILL PREPARE BRIEF 
SUMMARY OF CASE FOR USE OF EMBASSY IN CONVERSATIONS WITH 
GOP OFFICIALS IN MINISTRIES OF EXTERNAL TRADE AND FINANCE, 

AND IN BANK OF PORTUGAL. EMBASSY WILL POINT OUT TO OFFICIALS 
IMPORTANCE OF SATISFACTORY SOLUTION TO FUTURE GOP TRADE 
AND INVESTMENT INTERESTS. 
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